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Trust Finance. By E. S. Meade. New York, D. Appleton and 
Company, 1903. — 387 pp. 

Professor Meade's book is a distinctly valuable contribution to cur- 
rent knowledge, because it deals, in a practical way, with problems 
which happen to have been very lately projected into the foreground of 
controversy. The Supreme Court's Northern Securities decision of 
March 14 has revived, with particularly urgent emphasis, discussion 
of the "pool," the "holding company," the "promoter," and the trust 
as factors in the investment markets. Not only the general theory of 
railway and industrial combinations, but their modus operandi, their 
bearing on the money markets, the possibility of reconstructing them 
when they have been dismantled by statutes and decisions, are debated 
with varying conclusions. A very great deal of practical information 
and up-to-date exposition on the subject will be found in the book be- 
fore us. 

The situation which confronted many manufacturers in the free 
field of competition, five or six years ago, and which, taking advantage 
of the public's appetite for experiments in investment issues,, resulted 
in the trusts of 1899, 1900, and 1901, is set forth with reasonable em- 
phasis by Professor Meade. The movement was an evolution from 
the general understanding of a group of manufacturers to a "pool" 
with a heavy money penalty for violation of agreements, and from that 
to the "holding company." Professor Meade's book, having been 
published, not only before the Supreme Court's decision against the 
Northern Securities merger, but before even the St. Paul circuit court's 
decision on the same lines in April, 1903, naturally cannot bring this 
phase of the subject up to date. 

It would, in fact, be impossible, even at the present time, to forecast 
with assurance the future of the trust in the form of the holding com- 
pany. One prediction, popular at this moment among people observ- 
ant of the course of events, is that the dissolution of the Northern 
merger will be followed by consolidation on a still more intimate basis. 
Others reason that the suit against the Northern Securities was pro- 
voked by the peculiarly flagrant effort of that merger to stifle compe- 
tition, and that the decision will not necessarily apply to other holding 
companies. This second theory has been encouraged, not only by the 
singular division of the Supreme Court which left the balance of opinion 
in Justice Brewer's hands, with his plain intimation that other cases 
were not necessarily prejudged by this, but also by the attorney-gen- 
eral's more or less ambiguous statement that the prosecuting officers 
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of the government would not "run amuck." These facts encourage 
such holding companies as the Pennsylvania Company, owned by the 
railway of that name and formed in 1870 to buy stocks of other rail- 
ways, and the Rock Island company, established in 1902 to control 
other railways and to diminish the risk of changes in existing owner- 
ship. These concerns have not challenged public scrutiny by any such 
frank avowal as that made by the Northern Securities Company, which 
compelled its counsel to admit, in reply to an inquiry from the court, 
that the merger scheme might be so extended as to control all the rail- 
ways in the United States. 

It is not yet clear, then, whether we are or are not to dispense with 
the company which merely holds the stock of competing corporations. 
A singular fact, to which Professor Meade does not draw attention, is 
that the holding company device, as actually applied, embodies two 
distinct and in some ways opposing theories. The purpose of the North- 
ern Securities was admitted by Mr. Morgan, in open court, to be the 
establishment of a concern with capital so large that no one interest 
could acquire control. The Rock Island and Metropolitan Securities 
holding companies are as plainly recognized as contrivances whereby a 
small corporation, easily controlled by a single interest, may through 
its bond issues or lease agreements own other corporations two or three 
times greater than itself. But in each case, the purpose is avowed of 
establishing permanent control by existing interests. It is a pertinent 
question whether this purpose will not eventually invite the attacks of 
legislatures and courts, as effectively as the general purpose of mo- 
nopoly. 

Professor Meade addresses his inquiry more especially to industrial 
combinations, and, as he points out, the case of the United States v. 
E. C. Knight Company (sugar trust suit), decided in 1895, largely re- 
moved such companies from the scope of the Sherman act. The ex- 
periment with the modern industrial trust, immensely capitalized, is 
very thoroughly examined, and readers of the book will find much in- 
formation and suggestion on the subject. The questions of watered 
stock, promoters' methods and profits, capitalization of earnings, and 
dividend policy, are discussed with as much completeness as was pos- 
sible at the date of writing. Events since the publication of Professor 
Meade's book, however, have thrown very much new light upon the 
subject, and would probably have modified or amplified many of his 
opinions. This is particularly true of the questions of capitalization 
and dividends. The steel corporation, which capitalized the earnings 
of 1901 and paid out dividends on the apparent presumption that such 
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earnings would be permanent, now stands as a warning to all other 
similar corporations, valuation of its share capital having been cut 
down fifty per cent, dividends on its $550,000,000 common stock in- 
definitely suspended, and dividends on the preferred stock paid indeed 
but not earned. Professor Meade, though he could not at the time 
benefit by a knowledge of such events, has very fairly outlined the prin- 
ciples which subsequent incidents have shown to be altogether sound. 
He predicted closely what has since occurred with the United States 
Steel Company. His remark is that "if the maximum earnings of an 
integrated company are fully capitalized, especially if the capitaliza- 
tion contains a large proportion of interest-bearing obligations, its finan- 
cial standing is likely to be impaired by the first decline of prices." 
This is unquestionable truth, and has been finally established as such 
by the steel corporation's unlucky experience. 

Much might have been added, in the light of these subsequent events, 
to what Professor Meade writes of working capital. This is the rock 
on which dozens of industrial combinations, not excepting the United 
States Steel, split last year. The principle may now be regarded as 
fully vindicated that an industrial trust cannot safely rely upon bor- 
rowing for such purposes. It must, so to speak, bank for itself, have 
sufficient funds of its own in hand to purchase materials and pay wages, 
and must provide this, first on organization, then by reserving cash 
from a yearly surplus. One question which can hardly yet be de- 
scribed as settled is whether the dangers of open competition, to escape 
which the trusts were formed, have really been avoided. In the steel 
and iron trade, the steel trust's activities have resulted in an unheard-of 
increase of independent producing power, with a close approach al- 
ready, on more than one occasion, to the open price-cutting of the old- 
time " trade wars." 

Alexander D. Noyes. 

New York City. 

Die Florentiner Wollentuchindustrie vom vierzehnten bis zum seeks- 
zehnten Jahrhundert. Ein Beitrag zur Geschichte des modernen 
Kapitalismus. Studien aus der Florentiner Wirtschafts geschichte, 
Band I. By Alfred Doren. Stuttgart, 1901. J. G. Cotta'sche 
Buchhandlung Nachfolger. — xxii, 584 pp. 

Doren's study of the Florentine woollen-cloth industry demands and 
has obtained recognition as an important contribution not only to Italian 
industrial history but to the wider subject of capitalistic development 



